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Seena Perunal Carrington

-- research and issuing reports of this caliber and this nature
that really get at the heart of some of the challenges
confronting the delivery system Attorney GCeneral, as |
mentioned to you on your way in, you are fortunate to have a
remar kabl e team of individuals working with you who have just
been so helpful in this process and are definitely our partners
-- by all stretch of the imagination -- are our partners and our
friends and we can’t thank them enough. So it’s with pleasure
that | get to introduce Attorney General, Mrtha Coakley, to

walk through the AG’s findings on healthcare cost drivers.

Mar t ha Coakl ey

Thank you. Thank you, Seena. Thank you very much. It’s been
an interesting norning, although a very serious norning. I
noted we got through the whole norning w thout any nention of

the Bruins or Whitey Bulger. So 1 don’t know if that’s a
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success or not and | want to go through just a  brief
i ntroduction to sone of the findings that we made in our report
this year, but | was reminded of a cartoon | saw this week in
the New Yorker. There’s a doctor sitting behind his desk with a
patient in front of him and the doctor says, “I’m not sure what
you have 1is serious, but 1°m going to bill you for it as if it
is, just in case,” or something to that effect. So I thought it
was relevant to our hearings today about cost containment. 1°m
pleased to be able to present our office’s examination of
heal t hcare cost trends and cost drivers. | particularly want to
t hank Governor Patrick, Senate President Mirray, Speaker Deleo,
Chai rman Moore and Steve Walsh, who is here this norning, as
wel | as Representative Sanchez and I|nspector General Sullivan,
who you heard from for their conmtnent to addressing
heal t hcare costs. And thanks also, obviously, to Secretary
Bi gby, Comm ssioner Mirphy, to Comm ssioner Auerbach, who is
here, and especially to Comm ssioner Carrington for your work in
coordinating these hearings, which are an inportant piece of
what we continue to do. These hearings provide and inportant
opportunity to address the significant healthcare cost that we
face 1n the Commonwealth and as the Commonwealth. We’ve noted
in our report -- and I know you’ve heard this -- that health

spending in Mssachusetts, with a 10% increase in conmmercial
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spending in 2009, continues to outpace growh in key economc
indicators, such as wages and inflation. As we’ve heard this
norning, uncontrolled increases in health expenses affect
adversely our Dbusinesses, our consuners, as well as the
Commonweal th and | believe that they threaten the historic gains
we’ve made as a state in universal access, as well as our
ability as a Commonwealth to recover from this economc down
turn. We need consuners, enployers, health plan providers and
policy makers engaged in the inportant task before us of
controlling the soaring rate of healthcare and inproving how we
deliver care to patients. Addressing healthcare cost while
preserving quality and access is a priority for our office
across nmany divisions, including our consuner protection
division, our enforcenent in healthcare, our antitrust and
charities oversight and our Medicaid fraud prosecution. In
particular, | have wused our examnation authority from the
| egislature to bring transparency and accountability to the
conpl ex system of healthcare delivery and paynent, |ooking for
data and netrics of cost, quality and efficiency. As the
current wisdom goes, you can pick two and we’d be all set. The
problem is that we want all three. Assessing these netrics is

critical because they provide a building block for change and if



we don’t define them, we can’t measure them, we can’t move

forward on containing cost in healthcare.

In our report that we released l|ast year, we docunented
significant dysfunction in the commercial healthcare market,
finding wide disparities in prices unrelated to quality or other
val ue based factors. W al so showed the significant role that
provider price increases play in driving up healthcare costs.
In the report that we’ve submitted this year, in this hearing,
we exam ne two key questions that we believe we have to continue
to address as we seek to inprove the efficiency and the
effectiveness of our healthcare system First, how do we best
i nprove nmarket function? The healthcare nmarket, like any
conpetitive market, nust be responsive to the purchasers. In
this market, both enployers and consuners nust have an incentive
and the information necessary to nake nore efficient and
effective use of healthcare, as well as purchase of healthcare
products. The system does not do that at the present tine.
Second, how do we inprove care coordination? Care coordination
functions best and the outcones are the best when patients,
providers and insurers agree on an approach to inproving care
and work in concert with one another. So this year we exam ned

first whether global paynents have resulted in |ower total
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nmedi cal expenses, whether nedical spending on patients differs
depending on patient inconme |evel. Third, how a variety of
organi zed provider groups of different sizes and structures
provi de coordi nated patient care and managed risk. Qur goal for
these cost trend exam nations is not to suggest who is right or
wrong, but rather to both hold a mrror to the current system as
well we shine a light on that narket using the best data and
information available so that we can further inform future
di scussions on care coordination, paynment reform and insurance
product design. W greatly appreciate the courtesy and the
coordination of health insurers and providers who cooperated
with us and provided information for this exam nation and we
continue to |l ook forward, as everybody has nentioned here today,
continuing our collective efforts. I’m going to go quickly
through our six key findings and then for further explanation,
1’1l turn to Assistant Attorney General Susan Brown, who’s with
me here today. You’re also going to hear from Bela Gorman who
did sonme expert work on our report and | assume, if time, then

for questions. | assune [inaudible; break in audio].

First, there’s a wide variation in the payments made by health
insurers to providers that’s not adequately explained by

differences in quality of care. Not new news based sonewhat on
5



findings last year, but we found that again and it remains a key
finding. Two, globally paid providers do not have consistently
lower, total medical expenses and Susan will explain. We’ve
| ooked going back over five years to see if global paynents
alone <could reduce medical expenses; TME’s: total medical
expenses. Three, total nedical spending is, on average, higher

for the care of health plan nenbers with higher incomes. W can

talk a little bit nore about that finding. I think it has
inplications going forward as we |ook at this system Four ,
tiered and limted network products have increased consuner

engagenent in val ue-based purchasing decisions and you heard
about that this norning. W think this piece is really
i mportant going forward in terns of tiered and limted network
products. Five, preferred provider organizations, or PPO health
pl ans, wunlike health nmaintenance organizations, HM3s, create
significant inpedinents for providers to coordinate patient care
because those plans, the PPO plans, are not designed around
primary care providers who have the information and the
authority necessary to coordinate the provision of healthcare
effectively. Si x, healthcare provider organizations designed
around primary care can coordinate care effectively through a
variety of organizational nodels; two, provided the appropriate

data and resources and three, while global paynents may
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encourage care coordination, they pose significant challenges.
So the issue around effectively designing primary care remains a
key issue for wus, going forward, keeping cost down and

heal t hcare quality and access up.

Exam nation report; is this you, Susan? Yeah. So let nme go
back for one second. W indicate, in our findings, a little
nor e. Susan is going to give a little nore depth to those and
also talk about some of the representations we’ve made and some
of the things we think are inplication by these findings. So
it’s my pleasure, now, to introduce Assistant Attorney General
Susan Brown. She’s going to provide an overview of the findings
and after her will be Bela Gorman. She’s a principal of Gorman
Actuarial, who will follow with a review of the nethodol ogy used
in the analysis, and our healthcare division team will present
nore detailed information on the analytical findings throughout
the course of these hearings. | want to say thank you to them
many of whom are here. You’ve just done a terrific job 1in

working all year long on this report. So, Susan?



Susan Br own

I was just told I have to get right into the mic, but I°m a
little tall. So I’ll do what 1 can and let me know 1If you can’t
hear me. Thank you, General Coakley. The Attorney General’s
office has statutory authority to issue subpoenas to payers and
providers in Massachusetts to examne cost trends and cost
drivers and we take that authority very seriously. This year we
I ssued subpoenas to payers and providers across Mssachusetts
and reviewed confidential information with the goal of really
understanding what i1t is that’s driving cost in Massachusetts so
that we can contribute that information to the dial ogue noving
f orwar d. | just want to take a mnute, again, to thank all of
the payers and providers, sonme of whom | see represented here
today, for their assistance in helping us with this exam nation
and for all of the information and inportant materials that they

provided to our office.

To set the stage for explaining our analysis, | want to review
just a few key netrics and definitions that were inportant to
our examination so that we’re all starting from a conmon
under st andi ng. We focused on two neasures of healthcare cost.

The first is price. Price is the negotiated anount that
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heal thcare insurers pay to providers for the services that they
render to patients. It’s important to review price information
because it gives us an understanding of how much different
providers are paid to care for patients for the sane services.
Al t hough prices are paid on a service-by-service basis, health
insurers and providers negotiate them all at once. They don’t
negoti ate service-by-service. So we reviewed the entire spectrum

of prices that are paid frominsurance conpanies to providers.

Another important metric that we’ve viewed this year is tota
medi cal expenses, or TME. Total nedical expenses are the tota
cost of care associated with a patient. So, for exanple, if |
trip leaning towards this mcrophone and | break ny ankle, all
of the cost of care associated with that will be reflected in ny
TME. |If | go to the energency room if | go to physical therapy
afterwards, x-rays, visiting ny primary care provider, all of
that will be reflected in the total nedical expenses. Total
nmedi cal expenses can be health status adjusted so that we can
control for differences in the popul ations. Because TME can be
heal th status adjusted and because it reflects the total cost of
care, the price and the volune, we believe that total nedical

expenses are the best neasure of the efficiency of providers.



Qur exam nation also focused on how insurers reinburse
provi ders. Generally speaking, the npbst comobn way that
I nsurance conpanies pay providers is what we call a fee-for-
service. Fee-for-service paynent nethod, insurance conpani es pay
heal t hcare providers for each unit, or each service, provided.
Providers are reinbursed when they submt a claim to the
I nsurance conpany. So really, the anount that they are paid is
directly related to the volunme of services that they’re
submtted clainms for. Another type of paynment nmethod that we
reviewed is called global risk paynents. Under that type of
gl obal paynent, instead of being paid for each unit or for each
service of care, providers are instead put on a budget to cover
all of the costs of care associated with their patients. So for
exanpl e, an insurance conpany and a provider nmight negotiate a
$400 per nenber, per nonth budget. What that neans is at the end
of the year, the insurance conpany will look at the total cost
of care associated with that provider’s population. If on
average the total cost of care was nore than $400, then that
provider is going to be in what we call a deficit position.
They are going to owe noney back to the insurance conpany. |If,
on the other hand, the total cost of care, on average, is |ess
than $400, then they have a surplus. They’re going to get some

noney back from the insurance conpany. The thought behind gl obal
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or risk paynent is that they reward providers for efficiency

i nstead of for vol une.

W also reviewed how providers deliver healthcare. To exam ne
provider quality performance, we reviewed the best, publically
avai lable, wdely accepted quality data, including hospital
quality data from CM5 and Mass-DAC and physician quality data
from MHQP. Finally, as we review how healthcare insurers and
providers work to coordinate patient care, we define care
coordination as quality care that is prinmary care based and

managed over tinme and across heal thcare settings.

With those definitions in mind, 1°d like to walk through each of
the Attorney General’s findings this year. First, we | ooked
relative prices paid by health insurers to providers in their
network, both to physicians and to hospitals. Wiat we found is
that there is a wde variation in the anmunt that health
insurers pay to providers in their networks. This particular
slide shows one exanple of prices paid by one health insurer to
the physicians in their network in 2009. What this slide shows
Is that there is a 230% difference in the price paid by this
health insurer to the |owest and highest paid physicians. So in

ot her words, the highest paid physician group was paid nore than
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three tinmes what the | owest paid physician group is paid in this
particular insurer’s network in 2009. Wen we conpared these
differences in price to differences in quality and performance,
what we found is that the wde differences in prices paid to
providers aren’t adequately explained by any differences in the

quality or performance of those providers.

Qur exam nation put a particular focus on global risk contracts
this year. One thing we did was exam ne the gl obal risk budget
that’s negotiated between insurers and healthcare providers in
Massachusetts. So in our earlier hypothetical, that $400 per
menber, per nonth, that gl obal budget target anount is
negotiated. What we found is that there is also significant
variation in the global budgets that are negotiated between
insurers and providers who are on global risk contracts. So for
exanple, in one health insurer network in 2009, one provider who
was on a global risk budget was paid about $430 per nenber, per
nont h. That was their budget. Another provider, for the sane
year, in the sane insurance network, had a budget of $275 per
nmenber, per nonth. Now these budgets are health status adjusted,
which neans that the provider who was paid about $430 per

menber, per nonth was not caring for sicker patients or for
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ol der patients. They were just able to negotiate a richer

contract, a |larger budget.

Next we examned global risk contracts in the market to
understand whether providers who are paid under a global risk
contract have lower total nedical expenses than providers who
are paid on a fee-for-service basis. Wat this chart shows you
Is the total nedical expenses for all of the providers in one
insurer’s network in 2009. Al of the providers who are paid on
a global risk basis are shown here in red. If providers who have
gl obal risk budgets were nore efficient than fee-for-service
providers in 2009, you would expect to see those red bars really
clustering towards the left, but we didn’t see that. Wuat we
found instead was that there was no consistent relationship
between providers being in a global risk contract and having
| ower total nedical expenses. It’s important to note that this
Is true even for providers who are in global risk contracts for
nore than five years. Here those providers are indicated with
that yellow circle with the five plus. Al'l of those providers
have been in global risk contracts in 2009 for five or nore
years. Because they have mature experience in global risk
contracts, we would expect any efficiencies related to that

experience to be reflected in their 2009 total nedical expense.
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W also found that global risk contracts mght pose chall enges
that the Commonwealth should be mndful of as we nove forward
W th heal t hcar e reform First, very few providers in
Massachusetts have experience wth global risk contracts. Even
today, as we nove forward towards nore global contracts, fewer
than a quarter of conmmercial patients in Mssachusetts have
their care reinbursed through a global risk contract. Second,
bearing risk does require significant infrastructure and
resour ces. W found in our exam nation that no two providers
managed risk quite the same way, but what was consistent is that
all of them required significant resources in order to nanage
that ri sk. Finally, we do need to insure and protect against
the possibility that risk contracts mght create incentives for
providers to avoid patients whose care is nore difficult to
manage. As part of our examnation of global paynments, we
exam ned the alternative quality contract, or the AQC, that Bl ue
Cross Blue Shield has recently introduced into the market. The
AQC is a global risk model that’s designed to constrain cost
trends by reducing the nedical clains increase over a five year
period. W reviewed the AQC nodel to determ ne whether 2009 AQC
provider contracts, as they were negotiated, are likely to

result in cost savings as conpared to non- AQC providers. Wat we
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found is that from 2008-2009, AQC providers experienced
significant increases in both their price and their total
nmedi cal expenses. W were able to use sone of the contract
I nformati on produced by Blue Cross Blue Shield to project out
the total nedical expenses of AQC providers at the end of their
five year contract in 2013. Wien we did that, what our analysis
shows is that in the year 2013, AQC providers are unlikely to
have | ower total nedical expenses than non- AQC providers.

In addition to receiving total nedical expenses by provider
group, this year we were also able to review total nedical
expense information by zip code. Using that information, we
could conpare, for each zip code in Mssachusetts, the average
total nmedical expenses with the average incone of people who
lived in that zip code. Looking at the next graph, you’ll see
that our exam nation found that total nedical spending is higher
for patients who live in zip codes with higher average incones.
If you look at the bar furthest to the left on this graph, it
represents the |owest average total nedical expenses in this
particular health insurer’s network. So here, $335 per nenber
per nonth. Do you see that of those zip codes with the | owest
average total nedical expense, roughly half of those zip codes
al so had the | owest average incone? Conversely, if you |ook at

the bar all the way to the right, what you see here are the zip
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codes in Massachusetts with the highest average total nedical
expenses. Well over half of those zip codes also had the highest

average i ncone.

W were able to review this information and do this analysis
because of the inportant information that we received through
our subpoenas that wll soon be nade publically available
t hrough Chapter 288. This type of data should be available to
gui de deci sion makers going forward. Another way that increased
transparency and may hel p increase healthy market functioning is
t hrough i nsurance product design. W reviewed various heal thcare
I nsurance products that are available to consuners in
Massachusetts today and what we found is that typically those
insurance products don’t reward consumers for naki ng val ue-based
decisions. That 1is, there’s no cost savings associated with
patients who decide to go to high quality, |ow cost providers.
Limted and tiered network products encourage val ue-based
purchasing by rewarding consuners who choose nore efficient
providers and by shifting patient volune to high quality, |ow
cost providers. As you heard earlier from Comm ssioner Mirphy,
the market has already started to nove towards these types of
products and we should continue to encourage innovative product

design that rewards val ue-based purchasi ng deci si ons.
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The second mmjor area our exam nation focused on this year is
how health insurers and providers work to coordinate the care of
their patients. Wiat we found is that selection of a primry
care provider is essential to care coordination because primary
care providers have both the information and the authority
necessary to coordinate the care of their patients. Certain
types of health insurance plans require that nenbers select a
primary care provider, but others do not. For exanple, preferred
provi der organi zation plans, or PPO plans as they are comonly
known, don”’t require patients to select a primary care provider.
As a result, they don’t allow for oversight of where and how
patients receive care. Physicians whose patients are in PPO type
plans aren’t able to coordinate the care of their patients as
well as they can coordinate the care of their patients who are
required to select a primary care provider. This distinction
also has inportant inplications for global risk contracting.
Right now in Mssachusetts, providers are only in global risk
contracts for patients who are required to select a primary care
physi ci an. So in other words, no provider in Mssachusetts
right now is at risk for PPO patients. That’s because iIn part,
providers need to have that data and that authority in order to

manage the care of their patients so that they can in turn
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manage their global risk contract. Today, over 40% of the
commercial mnenbership at the three major health insurers are
enrolled in PPO plans and that nunber is rising. If we want to
encourage care coordination, then we nust also continue to

encourage primary care.

Finally, our examnation found that providers can coordinate
care regardless of their organizational structure. There’s no
one size fits all when it cones to providers and how they
coordinate care. W reviewed provider organizations that were
| arge, that were small, that were primary care based, that
included hospitals, that didn’t 1include hospitals; a |ot of
different types of organizational structures. And what we found
is all of themare able to coordinate the care of their patients
and they all do it in very different ways; however, one
commonality is that all of them required adequate data and
resources in order to coordinate that care. Care coordination
requires some anount of infrastructure. Each provider group had
a different type of infrastructure, but all of them had
sonething, whether it was electronic nedical records, nurse
managers, disease registries; the list goes on. But resources
are necessary for providers to develop those infrastructures.

In addition, providers need data, especially clainms data, in
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order to coordinate the care of their patients. R ght now in
Massachusetts, providers typically only receive clains data if
they are in sone type of global risk budget. O herw se,
providers don’t receive claims data from health insurers. e
shoul d encourage and facilitate the availability of clains data
to all providers so that they can better coordinate the care of
their patients. Now 1”’d like to introduce Bela Gorman, Principal
of Gorman Actuarial to review sone of the inportant data that we

exam ned in our analysis this year.

Bel a Gor man

Hel | o. My nane is Bela Gornman. | am the Fellow of the Society
of Actuaries and a nenber of the Anmerican Acadeny of Actuaries.
Since 2005, | have been Principal of Gorman Actuarial. M
primary focus over the past six years has been assisting state
governnents in analyzing the inpact of health reform policies on
the insured nmarkets. In addition, 1°ve assisted various
I nsurance conpanies wth pricing and financial forecasting.
From 1999-2004, | served as Director of Actuarial Services at
Harvard Pilgrim Healthcare, where | was responsible for pricing

and financi al forecasting and held other actuarial and
19



underwiting positions with other health insurers in the state.
I am pleased to testify about my work on the Attorney General’s
exam nation of healthcare cost trends and cost drivers.

As you’ve heard this afternoon, the AGO found that there is w de
variation in both fee-for-service and global paynents paid by
commercial health insurers to providers for simlar services.
Gobally paid providers do not have consistently |ower total
medi cal expenses than fee-for-service providers and total
nmedical spending is, on average, higher for the <care of
comercial patients from higher income zip codes. | wll focus
ny remarks today on the financial neasures of the AGDO used to
anal yze the healthcare market and the inportant of tinely,
reliable data to enable nmarket participants to neasure,
understand and i nprove the quality and efficiency of healthcare.
In conducting its examnation, the AGO reviewed three Kkey
financial neasures to understand cost in the healthcare narket.
One, fee-for-service prices. Two, global or risk paynents and

three, total nedical expense, or TME.

One, fee-for-service prices. Through civil i nvestigative
demands, the AGDO obtained detailed information from the ngjor
health insurers on the relative paynents the insurers nade to

Massachusetts hospitals and physician groups in each insurers
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net wor K. Like the health plans, the AGD examned relative
paynments in the aggregate rather than at the procedure |evel

In other words, the AGO conpared the relative price for all
services a hospital or physician group provides rather than
conparing the price of any one particular service. | believe
this approach nore accurately reflects the way insurers and
providers negotiate and set prices and resulted in wvalid
conparisons anong providers. The AGDO obtained information on
rel ative reinbursenent two ways: through price relativities and
payment relativities. Both neasures are valid approaches of
conparing relative paynents nade by health insurers to hospitals
and physician groups. Both are well accepted neasures regularly
used in the industry. | do caution that because the relativities
are insurer specific and calculated according to two different
nmet hods, the data should not be used to conpare relativities
across insurers or to determ ne whether one health insurer pays
a provider nore or |ess than another insurer. That said, the
ranking of the relativities across insurers is directionally
consistent. For each insurer, we found wde variation in
paynents to providers for simlar services. | believe that these
findings are consistent with the D vision of Healthcare Finance
and Policy’s findings iIn its preliminary reports that there is

significant variation in the prices paid for the sane healthcare
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services. The division also found that increasing prices are
| argely responsible for faster growmh 1in total healthcare
spending in the conmmercial market. In my opinion, price is a
significant driver of increases in healthcare costs and needs to
be addressed in any policy solution designed to «contain
heal thcare cost growh. Efforts to address wutilization are
| mportant, but unless price trends are nitigated, cost
containment efforts wll not have a neaningful inpact on

heal t hcare cost trends.

Two, global risk paynents. The AGO al so exam ned paynents nade
by the three major insurers to providers on a global or risk
basis. A global paynent is a per nenber, per nonth target anount
negoti ated between an insurer and a provider. At year end, the
i nsurer conpares that target anmount or budget to the total
claims cost for the patient population cared for by the
provider. If clains costs for the patient population exceed the
target budget, the provider owes a deficit paynent to the health
plan. If clainms cost cones under the target budget, the provider
receives a surplus paynent from the health plan. This annual
process of reconciling clains cost to the target budget is
called a settlenent. In response to the AGO’s civil

i nvestigative demands, health plans provided the annual
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settlenent statenments and risk contracts for providers they pay
on a global basis. This information enabled us to conpare the
size of the global budgets that health plans negotiate wth
different providers. The plans also provided us wth health
status scores that neasure the denographics and health risk, or
norbidity, of the populations cared for through global budgets.
This way in conparing the size of the global budgets, we were
able to adjust for differences in denographics and norbidity.
So we were conparing budgets negotiated for simlar popul ations.
W identified wide variation in the global budgets negotiated
from provider to provider that is not explained by the better
paid providers caring for a sicker population. One factor in the
negotiati on of global budgets is the provider’s historic level
of spendi ng. Negotiating gl obal budget s based on how
historically expensive a provider has been does not elimnate
the wde variation of provider prices that the AGD has found.
It also neans that providers with snmaller budgets have less to
spend on the care of patients of simlar health status. Mny
other elenents of global paynents are also negotiated and vary
from provider to provider. For exanple, whether certain nedical
services are carved out of the global budget or the extent to
which the provider receives infrastructure funding or whether

there will be protections for the provider in the case of price
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I ncreases to other providers are all elenents of gl obal paynents
that are negotiated and vary from provider to provider. These
conplicate and varying conponents of risk contracts nake it
difficult to examne and conpare how health plans are paying

provi ders.

Three, total nedical expenses. A third financial neasure the AGO
exam ned was total nedical expenses, or TME. TME is the tota

dol I ar anobunt spent on the healthcare of a patient over a given
period of tine, usually exam ned per nonth. TME includes all of
the expenses of caring for a health plan nmenber regardless of
the type of healthcare service. For exanple, TME includes
physician visits, hospital services, pharmacy and |aboratory
costs, behavioral health and all other services. TME reflects
both the volunme of services used by each nenber utilization and
the price paid for each service price. A lower TME Wil reflect
| ower utilization, lower price and/or l|lower mx of services.

The TME of patients can be assigned to the provider group where
the patient has his primary care provider. Health plans then
conpare the TME of patients at one provider group to the TME of
patients of another provider group. They health status adjust
the TME to account for differences in patient denographics and

norbidity. This way, in conparing the TME of different provider
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groups, a group that <cares for a population wth higher
norbidity will not inaccurately appear as higher spending for
that reason. The TME of nenbers can also be analyzed by
Massachusetts zip code. The data on total nedical spending is
aggregated by where the nenber resides. This way we can exam ne
the total anount spend per nenber, by zip code, to see if there
are geographic differences in spending. Again, we can health
status adjust the TME so that if a zip code includes nenbers who
are older or with higher norbidity, it will not appear as having
higher TME for that reason. Conparing TME by zip code also
allows us to include the TME of patients who do not have a
designated primary care provider and so are not assigned to a
provi der group for the purposes of conparing TME across provider
groups. TME is the only financial mneasure that reports on all
anounts paid for the healthcare of a nenber and it boils it down
to one nunber that can be conpared across provider groups or zip
codes. Since TME is health status adjusted and reflects total
cost, it’s a good neasure of efficiency. Health plans review
this information and it is a well accepted neasure of cost and
efficiency that 1is regularly wused in the industry. In ny
opinion, to evaluate the cost of healthcare, 1t’s important to
review total dollars spent in order to understand the total cost

of the system Evaluating a subset of expenses, for exanple
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| ooking just <clains cost wthout non-clains paynents, cannot

provi de a conplete picture of total healthcare cost.

In closing, | would like to highlight the inportance of tinely,
accurate healthcare data so the market can neasure and inprove
the quality and efficiency of healthcare and nonitor the success
of systemreform The AGO received a wealth of information from
the major health insurers and a variety of providers in the
state. | know it was a huge undertaking to pull all this
information together. | conmmend the health plans and providers
for providing this information. The AGO’s analysis is valid and
reasonably relies on the information produced by the health
pl ans and the providers. Based on the AGO’s analysis and my own
experience, | believe there are additional steps we can take to
I nprove access to tinely and reliable healthcare information.
For exanple, we can |leverage the all payer clains database being
devel oped by the Division of Healthcare Finance and Policy so
that all healthcare stakeholders have access to this inportant

repository of healthcare informati on. Thank you.
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Mar t ha Coakl ey

Thank you, Susan and Bela, and we have six suggestions that we
have now for noving forward on cost containnment that were
related to our six key findings and then hopefully we’ll have
time for questions. First of all, we believe -- and | think
you’ve heard this from several of the speakers this morning --
that 1t’s crucial that we pronote tiered and limted network
products to increase value-based purchasing decisions, key to
any market, particularly key to this market. Secondly, that we
reduce healthcare price distortions through tenporary, statutory
restrictions, wunless and wuntil tiered and Ilimted network
products and commercial market transparency can inprove market
function. | think you heard Comm ssioner Mirphy talk about that.
| think you heard the Governor talk about that. | think you
heard the legislators say that we need to nove forward on it.
W agree with that and part of the discussion going forward is
exactly how we do that to acconplish the reduction of healthcare
price distortions. Three, we need to encourage consunmers to
select a primary care provider you can assist consuners in
coordinating care based on each consumer’s needs and best
i nterest. You’ve heard some of Susan’s findings about the number

of people in Massachusetts who are involved in PPGOs do not
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I nvolve primary care physicians. | think that’s an inportant
di scussion that we need to have not only with us, but wth
frankly the nedical schools and the nedical profession about how
we go forward in this area. Fourth, we need to pronote
coordination of patient care through primary care providers by
recogni zing the need to inprove funding of care coordination,
including the infrastructure necessary to coordinate care and by
giving providers tinmely access to relevant patient data,
regardl ess of their size or paynment nethodol ogy. Let ne stress
that. Qur findings indicated that if you have that patient care
coordination as a focal point, it does not matter, necessarily
what the size is or the paynment nethodology is. It has to cone
first. So fifth, we need to consider steps to inprove the use of
the all payer clains database, the APCD, by first devel oping
reports for providers in the public to guide devel opnent of
pat i ent care coor di nati on and i mprovenents and system
accountability and two, increasing the standardi zation of claim
| evel subm ssions by reducing differences in how payers report
paynment level information. That is sonmething we can do, we
should do. There’s a cost involved iIn i1t obviously, but 1it’s
al so crucial that we commt to doing this. W have the ability
to do this. And sixth, that we devel op appropriate regul ations,

sol vency standards and oversight for providers who contract to
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manage the risk of insured and self-insured populations. | think
it’s important to recognize, as we move forward, what we have
experience with and what we don’t. We have not, for awhile,
dealt with handling risk in sone of the organizations and so
those all have to be carefully considered noving forward. It
doesn’t mean that we shouldn’t move forward as quickly as we
can, but | think our report indicates that we need to consider
our findings and these recommendations to do this in a way that
makes sense and will inprove the delivery of quality healthcare
in Massachusetts. So with that, 1 think we’d be happy to take

gquestions if we have tine.

W received several questions. First, did your TME cal cul ati ons

I ncl ude infrastructure support?

Susan Br own

Yes. The total nedical expense figures were fully | oaded.
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le)

Does your analysis of providers under global paynents |ook only
at the cost for those patients under risk or did you conbine
those providers” efficiency for treating patients under all
benefit designs? If not, what can you say about the provider’s
efficiency if it only represents a quarter of their comerci al

revenue?

Susan Br own

Let nme answer the first part of that, which | think | understood
and then I mght have to clarify on the second. Total nedica
expenses for providers can only neasure the total nedical
expenses of patients who have a primary care provider, which in
this care are HMO patients. Since providers are only at risk
for HMO patients, we were tracking all the TME information
available for those HMO and preventive service patients, which
for the nost part included the risk bearing patients for those
ri sk providers. Does that help answer the question? D d you

under stand the second part?
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Bel a Gor man

I think i1t’s difficult to aggregate all medical costs for a
provi der group across products because of the fact that the PPO
product does not vrequire primary care physician. So 1iIt’s
actually inpossible, unless we do an attribution nethod of sone

sort.

| received two questions about gl obal paynments. Is it premature
to make pronouncenents about gl obal paynents at this point in
time given that it’s just iIn i1ts infancy and the other is do
gl obal paynents hold value if the budgets are set at an

appropriate or |low |l evel ?
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Mar t ha Coakl ey

Let me answer the first one. We’ve heard that, that they’re in
their 1i1nfancy, but that’s one of the reasons why Susan
specifically pointed to at least five years of several of them
to |l ook at records and that, at |east, was a window. Not all of
t hem have been in operation for five years, but enough of them
were to see you didn’t have that clustering to the low end of
the scale and you did not see the savings that you m ght expect,
gi ven what the expectations are for global paynments and | think
the conclusion that we drew was that what we’ve said form the
beginning, that global payments in and of themselves don’t solve
the problem They clearly are part of the solution going
forward. They make a | ot of sense, but they will not solve the
problem if we don’t address the market dysfunction first because

they will be baked in.

1O

Well then how do you propose dealing with nmarket distortions as

we nove towards gl obal paynent |egislation?
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Mar t ha Coakl ey

You let me take the tough ones then. Fair enough. That’s part
of what these hearings are about, frankly. | mean with our
findings and the suggestions that we nade at the end of the
presentation -- it’s all i1n the report -- we suggest several
things, including |ooking at global paynents and |ooking at
tiered network. The basic idea is that if we cannot adjust and
the market does not adjust, we’re suggesting that we need
tenporary statutory restrictions on it, but we welcone the
di scussion around that because we recognize that this has been
an effort by providers, by insurance conpanies, by other not for
profits, by doctors, by the legislature, by the governor, by the
commissioner and so that’s part of what the discussion is. | f
we agree that the market is dysfunctional and we agree that we
need to address it, we have that suggestion and we’re happy to
hear from everybody el se as to what they think woul d make sense,
but | think the governor was clear. I think the conm ssioner
was clear and | think we believe that we have a lot of work to
do around global paynents and noving forward wi th accountable

care organizations, but we’ve got to address that first. So
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we’re happy to have all the suggestions everybody has as to how
we at Jleast mtigate to an acceptable Ilevel that nmarket

dysfuncti on.

So a question actually on that. When you’ve referred to
tenporary statutory restrictions, are you referring to a floor
and ceiling based on percentage of Medicare? If yes, are you

proposi ng specific anmounts?

Mar t ha Coakl ey

No. The answer is no. That is our suggestion at this stage is
that we need to consider some action and we’re not going farther
than that today because 1°d like to hear what other suggestions
are, particularly fromthe folks who are going to be affected by
it. I think we remain pretty clear; that i1s, we’ve made some
changes. We made our report last year. The markets haven’t
really seemed to adjust and we’re going to keep an open mind as

to what we need to do to get rid of the market dysfunction and
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we haven’t suggested anything specific yet, but we will
certainly get there at sone stage. So this is the tinme for

everybody to be heard about what nekes sense.

Last questi on. How does the attorney general’s report help
explain the wide disparity in financial health of hospitals in

Massachusetts?

Susan Br own

Sure, 1°m happy to take a stab. 1 think looking at both total
medi cal expenses and prices, the reason we exam ne both of those
nmeasures is because i1t really is important when you’re looking
at the market as a whole to look at both of those inportant
metrics. Wien you look at different prices paid from insurers
to providers, it helps give a window into how nuch providers
with other hospitals or physicians have to spend on care,
whether that’s salaries, whether that’s the capital investments,

whether that’s the buildings, new technology, whatever it is.
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So | ooking at those different prices paid helps to shine a |light
on how different providers are able to function in the market,

what resources are really available to them

Sorry. This is actually the |ast question. Does Massachusetts
need legislation to require patients who have a PPO to identify

a PCP since that seens to be critical?

Mart ha Coakl ey

That is a very good question and 1 think that’s something that 1
know we don’t have an answer to that today, but part of what we
want our report to do is raise exactly those kinds of questions.
If we understand that going forward and having a system that
works includes having primary care coordination, 1 think we’ve
got to talk about ways that we provide incentives for the narket
to do that and 1 don’t think we’re prepared to go further than
t hat . But | think we hope that people will be asking those

guestions going forward. Thank you.
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Seena Perunal Carrington

Please join me i1n thanking, once again, the Attorney General’s

office for their analysis.

Mar t ha Coakl ey

Thank you. Conmm ssioner, could we have a round of applause for

the terrific signers who are working very hard today?

Seena Perumal Carri ngton

There were a few questions that we weren’t able to get to today,
but over the course of the next few days | just want to rem nd
you that the division and the Attorney General’s Office will be
sort of digging deeper into sone of these analytical findings
and so we wll have an opportunity to address sone of your

questions then. So now we’re turning to the public testimony
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portion of our hearing and actually we only have one individua

signed up, Virginia MIls from The Community Rehab Care.

Virginia MIlls

Thank you and 1’11 only take a minute and I can’t believe I°m
the only one that has something to say. I’m a physical
therapist by training. We specialize. I’m a small business
owner who specializes in neuro rehab, taking care of people with
traumatic brain iInjury and stroke mainly. I can tell you I°m
very concerned about all of these discussions being a small
busi ness, downstream to a very specialty population that |
provi de services to in this one, big concern. That is that ACGCs
| think are going to be conprised of big players, the big
groups, the big hospitals, the big physicians and it’s the small
providers, |ike nyself, other physical therapists and private
practice, we’re the |ow cost providers. W really are the high
quality, low cost providers. W are on the bottom of the fee
schedule, let me tell you, but 1 feel like there’s a whole group
out there that could be swept away with the tide of healthcare
reform in creating these |large organizations, |ike ACGs, that

woul d hopefully coordinate care. | can see how ACCs woul d work
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upstream in the Q care side of things, but the difference
bet ween what you do in a Q care before you get the person hone
and then after the person is hone are two different sides of
heal t hcare. Peopl e downstream do not do what people upstream do
very well. Peopl e upstream do not do what we do very well
downstream. So | have a great concern about this because iIt’s
the downstream chronic people who are very expensive to this
state and if not well nanaged, do end up costing us nore and I
just don’t know how that’s all going to come together. So it’s
a great concern of mine and 1°m not the only one who thinks it.
| belong to networks of people who think the sanme thing, so |

just wanted to get it out on the record. Thank you.

Seena Perumal Carri ngton

Thank you, Virginia. If there are no other comments, then |
want to thank all of you for attending today’s hearings. We
obviously can’t make progress 1in reducing healthcare costs
wthout a commtnent by all parties to understand and address
the issue and | appreciate your patience and willingness to sit
through today’s proceedings and 1 hope that you will join us for

the next three days. I just want to quickly highlight some of
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the key discussion points that we heard today. Gover nor
Patrick, Chairman More, Chairman Wal sh and Chai rman Sanchez and
the other state officials remnded us of the extraordinary
| eadership and conmtment we have from both the adm nistration

and the legislature to tackle difficult challenges and identify

strategies that will lead to l|asting, neaningful change in the
Massachusetts healthcare system. The division’s consultants
summari zed sone of the key findings from our analysis. That

heal t hcare spendi ng per nenber grew 5% from 2007- 2008, whil e per
capita GP only grew 2% during that sane tine period

Interestingly, price, not wutilization, was the single, nost
I mportant factor driving the rising private heal thcare spending,
while it was just the opposite for public payers in which
greater service use led to increased spending. The remarks from
the division of insurance and the results of the Attorney
General’s Office echoed some of the agencies Tfindings. For
exanple, one area of particular concern and opportunity is the
wi de variation in prices paid by private health plans for the
same service at different providers. | only raise that specific
challenge because that will be the theme of tomorrow’s
di scussi on. The goal of today was really to set the stage for
the conversations over the next three days. |In order to devel op

effective policy solutions, 1it’s obviously essential that we
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better understanding the data on cost growh in the state and
also the inpact of inaction. On  Tuesday, Wednesday and
Thursday, we’re going to discuss specific challenges confronting
the healthcare delivery system hear about progress nmade to date
by public and private efforts and then explore opportunities for
further innovation. We”ll reconvene tomorrow, then, at 9:00 AM

in this room Thank you all for attending.

END OF FILE
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